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In response to re squests, the fol Iti, 2h er tab Has been prepared 
for the use of committeemen and dis fae i leade “tn anewsring questions 
regarcing the cotton situation, the propre, and propose éd alternative 
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TARIFES EQUALITY FOR FARMPRS: The Case for the Processing Tax 


This leaflet is about processing taxes, and why many farmers feel 
they need them. The importent thing about the aes is what they could 
& Eseries bringing farmers equality of income. fore discussing any 

sent plans: for a vroecessing tax, we need to s¥art frmem the ground up, 
anc 100k carefully at sore simple facts noe. the money farmers make and 
ow they spend it. That is when the real story begins. 


Parmers naturally are interested in the amounts of money they get 
for ae Beoetets they rai but much more importent is how much they can 
buy wit pe moncsy they earn. It is encouraging to see farm income 20 
up, ue “at the priess of industrial goods that i eae buy ¢€O up just as 
fast, farmers are not much better off. When, we. talk ahopt farm income 
and farm prices. their relationship to ae ineome send prices is the 
import ant thing. 
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For. years this relationship has been unfavorable to farmers. Con- 
side ering the productive work that farmers do, they have not been getting 
taeir Geir share Cioaha national income. The chert on this page is a 
Simplified picture ef what has been going on for the pnst ten years. 
Beginning with 1929, it shows how industrial prices stayed fairly level, 
woile Tar prices were Talling to bankruptcy levels; “nd r 
prices started cooing up agein, they never caught up with industrial prices. 


As a iMmatter of fact, the situation of farmers, wes more unt evor able than 
"} 


the. chart shows, for even in 1929, farm prices alrordy were out of balance 


with industrial prices. 


In other words, farmers plainly have not had equality with industry. 
There are many reasons for this. Sv.me of them probably never can be 
measured, for the situation is complicntec, md is deeply rooted in both 
Gur mapional and in:world economic affairs. However, the two most impor- 
fame reasons Tor the ineguality cen be singled out. More then that, they 
can be remedicd, at le-st to some degree 

ieré is the first reason. nen the depression cane, industrial 
mruces went .down a Littis; farm En es went down a long way. When better 

s recovered, but industrial prices went higher still. 

Both, price levels heve dropped hee the present recession, but Term 


web Aa~ 


muees fpave.~ropred further and faster. 
p 


One of the ceuses of this wes especiclly noticeable during 
the 1932 défression. On the whole, industry mainteins an erfective control 


over production, cutting down on ocutput at times when surplus goods are on 


tie market, Unbul 1953, farmers had no effective way to edjust their pro- 
duction; so when surpluses viled up, prices went down almost to the 
Wenishing point, and there was muck waste. Since 1953, the programs cf the 


Agricultural Aujustuwent Administration have given farmers a chance to 
cooperate in adjusting their production to some degree. The way that 
farm recovery led the national recovery up from the low point of 1932 r 
indicates how effective the farm program has been. In 1936 a Supreme 
Court decision put an end to the AAA production adjustment contracts, 
and the Agricultural Conservation Program which followed was able to 
help farmers adiust acreage only indirectly. The new AAA ferm program, 
based on the Agricultural Adjustment Act of 1938, gives farmers a 
chance to adjust acreage through the conservation program, and to regu- 
late the marketing of surpluses of certain crops through marketing 
quotas in years of very large supply. 


However, industrial leaders still are able to regulate supplies 
much more thoroughly than farmers can, or ever would want to, for no 
responsible farm group ever has suggested cutting down production so that 
farmers could profit from scarcity. As a matter of fact, farmers still 
have a long way to go toward preventing actual surpluses, and toward regu- 
lating their marketing when surpluses occur. We can say, therefore, that 
one of the two reasons for the inequality between farm prices and industrial 
prices -- control cver supplies -- has been partly corrected. 


The second reason for farm inequality with industry is our tariff 
system. Farmers buy the things they need at high, tariff-protected 


orices. They sell their great export crops -- sudh es cotton, wheat, 
and tobacco -- at e lower seale of prices, determined by the world merket. 


These exports are part of our farming system. If we stopped exporting we 
would have to abandon more acres than anyone wants to consider. But as 
long as we keep our exports, no adjustment of supzly is enough to give 
farmers a fair price. When the world market is low, the farm prices for 
the Export crops will pe Low; uco. 


No one ever has measured exactly how much the tariff costs Ameri- 

can farmers, or other consumers who buy industrial goods. Probably 
nobody ever can, for the rates vary with each of thousands of articles. 
Also, the effectiveness of the tariff varies with different items. On 
some, the tariff is fully effective; that is, protected manufacturers 
raise their prices by the Tull “amount of ther variir; BS 

vi3.~ "Seti. In these cases, If the tariff were removed. ume price 
woaie come down by just that mich. With other items the tariff is only 
partiy effective; that is, the manufacturers do not take the full amount 
of the teriff in higherpices. If the tarifi were removed, She jprmee 
would not fall by the full amount of the duty. 


Ina word, the tariff has been a part of Our’ price Ssiructiurem oe ec 
many years, that no one can say what would happen if a single tariff, or + 
all tariffs were suddenly removed. Also, the part of the tariff that is 
collected -- the actual duties on imports -- goes into the Federal Treasury 
and helps to pay the costs of government. Like any other tax money, it 
comes out of consumers' pockets. But the biggest cost of the tariff -- 
the higher prices for articles me manufactured in this country -- comes out 
of consumers! pockets, too; > although none of it goes into the Federe ul 
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Treasury. It goes to manufacturers in the form of higher »vrices. 


Even though there is no exact information on the entire cost of 
the tariff, some interesting estimatcs have been made. In a book on the 
tariff written in 1936, called "Picking America's Pockets", David L. Cohn 
Said that farmers avene lose half a billion dollars a year as a direct 
result of the world tariff situation. 


At a Senate hearing in 1929, some figures were given on what the 
tariff added to the cost of certain things farmers buy, assuming that the 
tariffs were fully effective in raising domestic prices. Here. are those 
figures on added costs per year for some of those commodities, all of 
which farmers use extensively: 


Aluminum eeoeceeseveeeer eee ees ee eeeewreoseeerve $19,000,000 


Seyi ness Comm KNIVES WS tC. si cls wes 0 0% 240, 000 
DHOVEUS ss Spades andy SCOOPS. Yi: sss 4,600,000 
MIS COWMANSUUSEMACMITETY 4. ot enete ccs» 0’ 7,240,000 
Saddle and harness hardware .... cee. 2,980, 000 


In 1934 the Foreign Policy Association made some estimates on the 
annual cost of the tariff for certain articles. These are some of them: 


WSPCH SCG Se cermin ste «otiwticeheveee., 9007000 
NECCHETIOMmma RUGS SNe s,s cyt orcw cess 6; 900) 000 
DUD De iermee’ WCWMEe slalgtetsre ts o cleft it's 6 ee eee 04s 420, 000 
Ly Sart ates eee 54, GARMM S ias ys 6,300, 000 
be Omer teioat shacatelere ee stg scrote vie e.e eles oes G, 600, 000 


Another way to get an idea of what the tariff costs is to remember 
the teriff rates on articles that are familiar in most homes. The prices 
of sone of the articles may not be raised by the full amount of the unshee Phil 
but there is no deubt that every tine a consuner buys something which is 
protected by a tariff he is chipping in all or part of the tariff as a 
contribution to the manufacturer. These are some of the rates: Dishes, 

67 percent; oilcloth, 20 percent; rugs, 60 percent; lace curtains, 60 per- 
cent; washing machines, 35 percent; linen towels, 55 percent; tocthbrushes, 
94 percent; stockings, 60 percent, and women's hats, 67 percent. 


Thus, the tariff is costly to all consumers. However, some who are 
engaged in business and industry may receive benefits that partially offset 
the cost, But farmers get no such benefits. They buy on a protected mar- 
ket and sell on a world market. That is why they never have been able to 
get their share of tht natio pu ROWE it is there 
tariffs on farn products / eae $e Pen EE ons {piesg edad aire aPgeee bhve, 
send out of the country rather than take in, those tariffs are just so many 
scraps of paper. They dont give farmers any real protection. 


80, whether farm income goes up or down, farmers always suffer from 
tariff inequality. They buy on a higher market than they sell on. They 
sell their export crops at low world prices, and as long as they export 


they will’keep on Selling at world prices. They nesd poynents to make 
up something of what the tariff costs then. 


There is one practical way in which farmers can overcome this 
inequality. That is by tariff equalization payments made out of funds 
raised by a processing: tax. . 


A processing tax was in effect for more than two years, until 
early in 1936 -- when.e Supreme Court decision invalidated the section of 
the Agricultural Adjustment Act under which the tax was collected. On 
the whole, the tax plan worked well. But there still -is much misunder- 
Standing, both of what the former tax actually did, and what would happen 
if the same kind of a tax were put-intc effect again. 


The processing tax is needed because it is the only practical way 
Suggested thus far for raising money for making parity payments to farmers 
over any ccnsiderable period. The Agricultural Adjustment Act of 1938 
Says that if Congress provides for raising sufficient funds, parity pay- 
nents shall be made te farmers who produce cotton, corn, wheat, tobacco, 
or rice, The money authorized annually for the AAA Farm Program is 
needed to pay farmers for shifting land ‘to soil-conserving crops and to 
pay for soil-building practices, and so cannot be used for parity pay- 
ments. Two hundred and twelve rillion dollars were voted by the last 
session of Congress for payments in connection with the 1938 crop on 
cotton, wheat, corn, tobacco, and rice. But nobody can be sure Congress 
will vote such funds at.the next session. And as prices have declined 
the need for funds has increased. 


Unpre judiced people who have studied the processing tax proposal 
for our great’ export crops. know that it is fair. A great deal has been 
written about the injustice of the tax. The complaints of some middlemen 
were particularly loud. Sometimes they told farmers that farmers bore 
the tax. Sometimes they told people in towns and cities that consumers 
bore the tax. But at other times (especially when they were trying to 
recover tax funds) they argued just. as convincingly that they themselves 
had borne the tax. 


The simple truth is this: collecting processing taxes and making 
parity payments have the same effect as raising the prices which farmers 
receive for their raw products, but only when those farm prices were 
below a fair level in relation to the prices which tariff-protected indus- 
tries get for their products. No parity payments would be made if farm 
prices were at the fair-exchange level or above it. In many cases the 
parity payments would lift farmers' returns only part of the way toward 
the fair-exchange level. 


Here are some of the facts about parity payments and the process- 
ing tax. 
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Parity Income is Fair Income 


Neither parity price nor parity income is a hide-bound theoretical 
goal. The idea of parity price and parity oo for farm products is 
merely a way to find the fair level for farmerst returns -- fair in 
relation tc the priess farmers have to pay and the returns which people 
in business and industry get for similar emounts of productive work. The 
first step is to pick out a period when the reletionship was fair. In 
looking back over the past, the five years before the outbreak of the 
World War appear to be those in which there was the fairest ee 
relationship between the things farmers sold and the things farmer 
bought. Therefore, for mcst creps the perity period is 1909 to “iene, 


For a few cther crops for which the relationship seemed fairest in other 


years, a different parity period is used. 


The woy to find the parity price of cctton, for example, is to 
take the amount of industrial goods that a bale cf cotton bought during 
the parity period and discover “how much that same amount costs today. 
That sum will be the parity price of a bele of cotton. 


To use actual figures, the average price of a ppund of cotton 
during the five years before the war was 12.4 cents, and that pound of 
cotton, of course, esuld be traded for 12.4 cents worth of industrial 
goods. Last March the cost of that same amount of industrial goods was 
16.2 cents. So 16.2 cents a pound was the parity price of cotton. But 
the actual price of cotton last March was only 8.4 eents. In other words 
the price of cotton was only a little more than half of its fair exchange 
value. 

likewise. far 

Other major crops/have heen/below parity recently, although not so 
far below as cotton. Naturally, when farmers' buying power is reduced, 
they are not able to buy as much manufactured goods as they need. This in 
turn reduces sales of industrial products; wages go dcwn and people lose 
jobs. . Our-whcle natiomal life feels ths bad effects. In the long run, 
any effort to keep farmers' returns under a fair level hurts everyone. 
That was shown most clearly in the near collapse of 1932. 
rems: for Agriculture have parity price and perity 
s a primary objective. Much has been dene but much 


National pre 
income for fermer 
remains tc be done. 


The new Farm Aet, the Agricultural Acjustment Act of 19388, recog- 
nizes the need of the farmers by providing additional payments - parity 
payments - if special funds are provided for these payments. Thess parity 
payments can bé made on rice, cotton, tcbaceo, wheat and corn. 


Why are the possible Pa: Parity Payments limited te f five crops? 


Experience with the old adjustment prograns indicated that while 
production adjustnent and regulation of marketing helped farm income, these 
steps were not enough for certain crops. Our export crops, in particular, 


caer 


are the ones for which something else is needed... In the case of a crop 
that is largely used in this country farmers can hope t. approach parity 
if they stabilize production, handle reserve supplies carefully, and 
regulate marketing. in emergency years. But the crops which we sell 

abroad are different. We sell cotton and wheat on the world market. With 
most industrial products, the world price level is lower than the pro- 
tected American prices level, but in the case of export crops the world 
price largely sets the price for the whole crop, even the part that is 
used at home. 4 
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Could we.afford to shut of f our exports? if we did, and stopped 
shipping cotton, wheat, rice, tobacco, and corn (in the form of pork) ; 
abroad, thousands of farmers would have to quit raising those crops, < 
and either leave their land idle. or compete with other Ansrican farmers. 
The products of mahy of our acres still go abroad. In tne marketing 
year which ended recently, for instance, we exported 5,598,415 bales of 
cotton and about 100,000,000. bushels of wheat. Experts are still 
important to American farmers. 


But American farmers cannot efford to accept the low world price 
level. at which they have had to sell their export crops in order to hold 
the world merkst. That is where parity payments come in. 


What are Parity Peyments? 


‘The Agricultural Adjustment Act of 1938. directs the Secretesry of 
Agriculture, if sand when the necessnry appropriations are made, to make 
payments to growers cf cotton, wheat, corn, tobacco, snd rice at times 
when the prices of any or all of theses products sare less than parity. In 
this way the farmers who grow export erceps could have sone protection 
from the effects of the tariff, without giving up their chances to sell 
abroad. They need this: protection badly. Cotton prices for the 1938 crop 
are low because of the tremendous supply, even though growers cooperated 
fully in the AAA farm prograu.’: A huge carry-over still hangs over the 
narket. The price adjustment payments made this year in connection with 
the: 1937 eotton crop will help inesmes in the South to some extent; and parity 
peynents are to be made in 1939, Ege ie ; dt 2) set ape 
will they be continued? 


A vrecessing tax would assure their continuance. « 


ea large crop and comparatively low 
arity payments, and they will need then « 


In the case of wheat, we he 
prices. -Wheat growers, too, need 
im the years bo cone. 
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Growers of other export crops face difficulties sinilar to those 
confronting cotton and wheat growers. 


Acreage adjustment under the AAA progrem will give sume protection 
to farmers who grow cotton, wheat, corn, rice, and tobgcco. But they 
need parity payments in addition. Farmers know this. Congress knew it 
when it wrote the Farm Act, and provided Tor such paynents. But the pay- 
ments cannot be made without the necessary funds. 


How could the roney be raised’ 


The soundest plan proposed for naking parity payments has been a 
tax on the processing of the five crops on whicl: parity paynents may be 
made. This kind of a tax would be similar in principle to the former 
processing tax which supplied the money for. the AAA adjustment programs. 
That is, a tax would bs laid on the making of raw cctton into fabrics, 
neking tobacco into finisned products like cigars or cigarettes, and the 
milling of corn, wheat, and rice. The proposal has been nade that the 
tax increase when the price of a commodity decreases, and that it 
decreases as the price of the commodity incresses. In this way, peyments 
would be nigher in the years when the price and incone from a commodity 
were low. This would help to offset the decline in price. On the other 
hand, the tax would be low-or would be lifted altogether - when the price 
for the commodity was fair and this would prevent the tax fron inflicting 
a hardship cn the consumer. 


Who would vay the Processing Tax? 


The tax would be collected from the companies which process the 
crops, but it would be passed on to people whe bought the finished: pro= 
ducts. .Studies of the former processing tax show thet the cost of the 
tax ‘amounted to a very sriall part of the finsihed product. A proposal 
was nade at the last session of Congress for a processing tax of 20 cents 
a bushel on wheat and a tax on cotton graduated acccrding to yarn number. 


Here are sone figures on how much a processing cr tariff equali- 
zation tex of 20 cents on wheat and a graduated tax on cotton would add 
o the cost of articles that people buy at retail: 


Pound losf of whole. wheat bread ..ecceeee 0.275 cents 
Pound loaf of bolted wheat bread .....e6- 0.304 uk 


Pound of maGaronl eeccccsvvecvcsccerssnns Oen Me 
Pa Pree Cle Sues ecehe val eta,s e013. eu¥.e 9 ad9,¢ 06 ace 4.42 o 
Chanbrey work Shirt ....cecoeccsseareress Wel : 
Combed broadcloth Shirt -ocsecvccseecsees nica, u 
POMS SPOPOSS io cass cee gt eee be eee ewes oe fe 3045 aS 
Wornean"s nighteown csecscseccccressectecee UeUe n 


These are samples of the cost of assuring farners of fairer 
prices -- a small fraction of the retail price of sone articles.. Con- 
guners already are paying several tines as much in order to give tariff 
benefits to certain industries. ‘They have been paying for so many years 


thst they are used to it. Few of them realize how nuch tariffs increase 


he prices of things they buy. 


Here is a conparison between how a tux opaduated acecrding to’yarn 
number on ectten would add to the price of cotton goods anc the way that 
the tariff already adds to costs. 


Avvroxinate 


Approximate ariount anount that would 
already added by tariff be added. by ee 
Type of cloth (rininun specific) wrocessing tax 
Sheeting -- cabded 7.70 cents. per pound Ze75, cents per pound 
Drenden ace) 1 OO " ' ‘ 3S " ft 7) 
Print cloth -- carded 18.15. Hi me aod iy . 
Broadcloth -~ carded 17.60 " " " 4,39 " " " 
NASM Ich ess. (arclarciel 27.50 " a ft 6.17 " 0] 
Lawn -- combed 28,50 " " ul : 5.98 oT) tt wt 


Is the Processing Tax a fair tax? 


A processing tax amounts to nothing more.or less tian ean ineresse 
in the farm price of. raw materials. It would apply only when the farn 
price was below parity, and would have the effect of siving farmers some- 
thing nearer a fair price. Costs to,consumers, after processors passed 
the tax on, would be no more than they would be if there were no tax and 
farners were: eetting a fair price, or a more nearly fair one. 


The direct cost to cunsumers would be small, and would be ficre 
then offset by the indirect: benefits that would come from increasing the 
power of farmers tc buy city-nade gocds. 


sSene processors have said the tax would be unfair to them. 1% 
couldn't be, if they pass it on as they did the old one. It would not 
give any one processor the advantage over another, for all of them pay 
at the same rate exactly as they pay at the same rate when the farm 
price of a product increases. The only industries that might be really 
affected woulda be those which could operate at a profit only by paying 
farmers less than, a fair price. Aphes 


Would a Processing Tax cause exports to go down or imports to go up? 


A processing tax would tend neither to decrease exports or in- 
crease imports. The amount of the tax would be refunded on all of the 
taxed products we shipped out of the country, so that our manufacturers 
would not be hampered in selling processed farm products on the world 
market.’ An extra import tax, equal to the amount of the tariff equaliza- 
tion tax, would be levied on competing products which came into the 
country, so that American manufacturers would not be at any disadvantage 
in competition with foreign articles. 


V/ The rates begin at 0.5 cent per pound for number 0.1 yarns and increase 
at the rate of 0.2 cent: per pound for each higher yarn number up to and 
including no. 1li's on which the rate is 2.5 cents per pound. ‘There- 
after the rates increase at 0.1-cent per pound per yarn count to 46's, 
on which the tax is 6.0 cents per pounds. A uniform tax at the rate of 
6.0 cents per pound is provided on all counts higher thm 46"s. 


Opposition to the Processing Tax is opposition to tariff equality Lor 


farmers. 


Last April Senutor Pope of Idaho made a statement during Senate 
debate which shows how badly farmers need relief from the unfair effects 
of the tariff. Fart of what he said follows: 


"Under the tariff laws the consumers are paying a huge indirect 
subsidy, rest of which goes to other industry than agriculture. It is 
excesdingly difficult to obtein a definite idea as to this emount’, but 
estinates range from $4,000,000,000 a yeer to $7,000,000,000 with about 
$600,000, 000 ging into the Treasury of the United States, Assume for 
the monent that the figure of $4,000,000,000 is more nearly correct, 
and deduct from that $600,000,000 which was received by the Treasury: 
This leaves $3,400,000,000 as = subsidy contributed by the consumers of 
the country largely tc the manufacturing industry. This means that on 
the average every county in the United States pays more than a million 
dollars a year, and that every man, woman, end child in the United States 
pays on an-average of $35 a year. The farners of the country, including 
the meribers of their families, pay more than a billion dollars a yea 
toward this subsidy. It should be remembered in this connection that: 
the largest amount that has ever been appropriated from the Treasury of 
the United States for benefit payisents to frrners is about a half billion 
dollars. These figures should be borne in mind by those who say that 
agriculture is not entitled te eny further payments." 


Parity peynents are the one practical way to restore some equality 
of income to farners who raise our five big export crops. From present 
indications there can be no parity payments without a processing tax. 
Opposition to the processing tax is opposition to fair prices for farmers, 
It's up to the fermers of Anericn to make up their minds about the tax, 
and put the facts before the rest of the Nation. 
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POINTS CONCHRNING A PROCESSING, OR POSSIBLE 
TARIFF EQUIVALSNT TAX ON COTTON 


Wnat vould be the nurpnose of such a tax? 
(SEE ESR Ui AOE Aa UB gO es Cec ett Se alee here eee een ace las 


The purpose of a teriff equivalent tax on cotton would be to 
raise revenue to matte payments to cotton farmers. Tho payments 
would conmmensate, to some extent, for the tariff and other handicaps 
to cotton faruers under oresent circumstances, The need for an in- 
come to cotton farmers cver anc above the merket vrice of cotton is 
oovious. 


Who would pay the tariff eouivalent tex? 


The tax would be collected from operators of textile mills, 
but in most instarces it would be messed on to the veonle who buy 
cotton goods at retail stores. The vltimate consumer would pay 
either all of the tax or mogt of it. : In opers#tion the new tax 
would resemble the old processing tex. Studies show that, in szen- 
eral, consumers osid tue srocessing tax. 


During 1935 a snecieal Cabinet committee wade a revort to the 
President on the cotton textile industry. The verazrenhn beginning 
on the bostom of pezge 140 of that report says: 

"Whether .anufacturers absorb all or vert o* the cotton pro- 
cessing tax does not lend itself to simle proof or disproof, but 
the evidence indicstes that in seneral the vrocecsing tex is vassed 
on by “rocessors, *|* * * * © Since the cotton vrocessing taxis a 
uniform cost per pound on 211 cotton entering menufacture, it does 
not give one mill & commetitive adventase over other mills. This 
tends to insure its being pessed on to buyers of cotton articles." 


Eow mach vould the tax reise retsil orices of cotton articles? 


The price of cottor is en important factor in the wholesale 
StU of grey zoods; it is 4 relatively small fraction of the retail 
cost of finished cotton nroducts. A tax, in turn, vould be only a 
fraction of the cost of raw cotton. Assuming thet’ as in the vas 
the smount of the tex would be nassed on to the consumer, it would 
be a very smell nart of the cost of the things he vould buy. As sun 
ing a tex of tares cents a sound om raw cotton, the following table 
[Ome tie amount by waicn the tixiweld ecd to the cost of zeneral~ 
ly used.cotton articles. The fisures sre, in cents, end revrescnt 
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BeDcAs AAA. 


Southern Division 
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the tex on the amount of ray cotton required to maze exch of tae 
arcicles. 

Househola articles: Cents 
Sheets, 61 by 9S inches B30 
Pillowcases, oair, 45 bi 35 inches ‘beet 
Muslin, »er yard, bleacned, 35-inch 1200 
Bath towels, 24 by 42 inches 2.29 
Fece towels, 18 by 30 inches 19 

Men's clothing: 

Overeils erick, 
Work oants 143 
Shirts: 

Carded vrondclotn 4800 

Combed vrosdclota vaalereat e 
Pa james me 
Woven athletic union suits 1.43 
Woven shorts . AW Ao) 
Knit athletic undershirts ond 
socks: 

Cardec yern ~29 

Mercerized yarn » a0 

Women's clothing: 
House dresses 2143 
Uniforms erat 
Slins, woven L000 
Bloomers, mediun. weiznt 1,90 
Vests, imit, medium weight (3 
Ylould the. tax ve as large a vart.of the retail orice as the tariff ist 


No; existing teriff rates reosresent several times =s much 
of the retail orice of cotton serticles as a, three-cent, tax would. 
Tyo reasons wmalce 14 difticult to camare tariff end tex on 2 mathe- 
tae actual teriff retes on wanufectured cot— 


CG 
(CROLL OESLS .  ulices 
alan ene very so widely with eacer incividual article that it 

is almost impossible to compare tne tariff with a tax on cotton used 


Lies a artictke. 


Second, in the case of cotton textiles, the teriff does not 
reoresont a clcar margin of extra orofit as it does in some more 
closely orgenizea industries, The Amcrican cotton textile industry 
Dennen ae cae ene what nrices tend toward. the lower levels 
at whicn a vrofit still can be made. Possibly if the tariff were 
removed the price of cotton goods mould be lowered, but not dy the 
full amount of the tariff. -However, the tariff on cottaa textiles 
does renresent an added amount wien consumers nave to nay. Ifthe 
tariff were ne Toreign textiles would come an at very low vrices. 
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At voresent some re in over the tariff walls and stilk comoete with 
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protected domestic erticles. The teriff effcrds retl prcetection to 
the Americen cotton textile industry. It is neoéssery if the in- 
dustry is to survive es it is set up st present. 4s. ¢. price for 
thet protection of an industry, Americen consumers pay pigher re- 
tail prices. & cotton tex would give similer protection to Americen 
farmers. It would amount tc © much smaller part of retail costs. 
The textile industry, which is dependent upon its tariff, cherges 
thet the much smaller tax for the benefit >f farmers would be 6 bur- 
den upon the poor. 


The cctton policy of the netioneal edministration, ss expressed 
by Secretery Wellece, will tend to keep, and if nossible expend, our 
exports of cotten. Thet means thet the price of cottcn--domesticel- 
ly consumed cotton es well as exported cotton--probably will remain 
considerably belcw the feir-exchenge level. The supplementery pey- 
ments would meke up pert of the difference to cotton farmers. With 
the cotton price low, the proposed 3 cent tex would not make the 
price of cotton unduly high to mills. It still possibly weuld be 
below the feir-exchenge level. Supplemantnry peyments fre the only 
wey of making up te ectton farmers for the loss of income end pur- 
chasing power which would result from spelling their ectton et « fig- 
ure necr the world price. Without the peyments they would be et a 
permenent disedvente ge which would herve its effect upon the South 
and the entire country. Cotton textile interests, protected by the 
tariff, should be willing for cottcn farmers to receive e decent 
price for their product, even if thet meens a reascneble processing 
tex on eotton. 


& compsrison of the way that the tariff end e three-cent tax 
would effect retail prices of widely used cotton orcducts follcws: 
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$<. ror 
Cents per erbicle : Percentage of price 
| 


: ;  TaxNeceS epee: - Tax at 3 
: Tariff «= cents per: scents per 
Article *Retail price’ 1/ : pound net: Teriff +: pound net 
* Fall 1937 ‘(Minimum): weight of: 1/: weight of 
; srew cotton:(Minimum): raw cotton 

Overalls Ne es ee RS oek ea SONOS gerry 4OSIZ 2 4.677% 
Shirt : 1.00 we Gocaes wetOOrm ass) LO.88% 2 + 2.00% 
Shirt : a Ce aeon a Conciente to 1 eee 
Pajemas : 1.59 Me Veen 205. 2 LAs (ICA, 
House dresses; 1.00 De ee ye e4s 1.25% 2 2 247 
Sheets : 205 a CMR Eee te 1 8. 002 5.72% 

& Cie. oe : 3 3 


eg Represented by teriff (minimum specific) on the guentity of 
specified fabric required in the menufscture ef articles. 
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How would the tax affect farmers outside the South? 


- Directly, the proposed cotton tax would affect other farmers 
only in the slight degree it would -afféet other uses of cotton goods. 
Indirectly it would have an important effect. The indirect effect 
-- concerns the cotton program rather than the tax itself. The purpose 
of the program, as it affects cotton is to increase the income of 
growers, so that they will be nearer to a fair-exchange level with 
things farmers buy. Increased buying power in the farm areas means 
increased demand for industrial products, including cotton taxtiles. 


The effect of increased farm buying power was. studied 
during the early years of agricultural adjustment. In 
August, 1936, the AAA issued a’ study of freight shipments 
from the industrial northeast (the 16 states east of the 
Mississippi end’north of the Onio and Potomac)-to the. 
other 32 states which are mainly agricultural. In 1935, 
farm cash income was’58 percent higher than it. was alate 
1932, During the same period carlot shipments of .manufac- 
tured commodities from. the northeast to farm areas in- 
creased 60s) percent. "5° ne Dy 
otton textile companies? 
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How would the tax affect 


The best way of estimating the effects of a tax is to. study 
the effects of the cotton processing tax from: the middle of 1934 
through 1935. The rate of th processing tax was 4.2 cents a pound. 
Studies already referred to show that in general the tax was passed 
on by the mills. Other factors to be considered are sales of 
products competing with cotton, and the effect of the increased 
price of raw material on alas of cotton textiles. 


Extracts from the Cebinet Committee's report on the cotton 
textile industry (page 138 and following) give considerable informa- 
tion on these and related points. 

LG ete ulate tage (Ob cotton, during the period in which 

the processing tax has been in affect, the famorice plus 

the processing tax has on the average approximately equal- 

led the parity price for the domestically consumed ‘portion 

of the crop.” | Z x 

x eK OK O* 

In other words, what the processing tax really did was put 
the price of raw cotton back in balance with.other prices. The mills 
which complained that the tax was putting them out of business were 
saying by implications that they could not afford to pay growers a 
fair-exchange price for cotton. yy hae - 
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q the ratio of cotton to the total of the five major 
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extile fibers céntumed has varied tery little ea the 
past guarter century.. The hishest calendar year ratio, 
76.1 per cent cccurred in 1915, and’ the Tenpaetieees., 8 per 
cent in 1930. During calendar years 1932, 1933, and. 1934 
the ratic varied less than one half of 1 per cent, and did 
not fall belew 74 per cent of the total consumption of the 
five major textile fibers," 


That evidence irdicates that the processing tax did not have the 
effect of increasing consumption of other textile fibers at the ex- 
pense of cotton, 


wR Kose 


As has alraady baen pointed out, the chief effeet of the proc- 
esying tax on the mills was to increase the price of raw cotton-—-to 
all of the mills aliko-=to 1 fair-oxchange level, Yet the charge 
was commonly mace that the tex was putting mills out. of business. 


NAttontion may also be celled to the earnings in the cotton 
textile industry before and after the tax went into effect. In 1980, 
1951, and 1932 the cotton Eerie te industry as a whole showed serious” ~ 
losses. In 1933, subsequent to the imposition of the processing tax, 
the industry as a whole oe profits, and for the first half of 
1944, according to infermetion from the Federal Trade Commission, 
the industry also showed a prorit, although not so largs eeu Moe. 
Profits or losses for individual processors are, however, in then- 
selves no proof that the processing tax has been passed on, For many 
years large numbers of establishments es been operating at rage 
and gradually gcing out of business, is situation would. remai 
unchanged if all mills passed on the ealt amount of the ee 
tax. To argue that losses indicate failure to pass on the processing 
tax is tantamomt to arguing that any loss which a mill may sustain 
should. ba ascribed to the processing tax." 


The one valid argument which night be nado--if it were true-- 
against the proposed tax on cotton would be that it reduced consump~ 
tion of cotton. No such reduction tock place during the time the 
cotton procossing tax was in effect. Figures on consumption of 
cotton by American mills follows 


24 months previous to August 1933 (before tho tax went into 
offect)~—458,475 bales per month. 


29 months, Ausust 1933 to December 1935, (chile the tax was 
in effect--465.000 bales per month. 


What effect would the tax have on Nev. Eyeland Textile > Mills? 


Atariff equivalent tex on cotton would have no effset that would 


work to the disadvantage of New ae textile mills in contrast with 
textile mills in the cotton growing states, As noted before, the tax 
would amount to an inerease in hia orice of raw cottcn—~an_ increass 
which would be shared alike by mills in both regions. 
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New Huglanc mill owners claim that the former processing tax 
was hurting their business, and forcing tmany mills out of operation. 
Prebably they will ciesim that the. “propos ed new tex, even if it is 
lower, Will have the same effect. ‘As a matter of fact, the shift of 
the cotten textile industry from New England to the cotton growing 


states has tean a steady process since the beginning of this century. 


Lebor conditicons~-chiefly rates of wages and hours of labor-- 
have been one reason for the shift to the south. A table in the 
Cabinet Committee's report (page 56) gives the percentage of wage 
to the value added to the raw cotton by the manufacturing process 
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Pereent wages to value added by manufacture 


Sou th New Engl and 
1919 7 «BELG 45.0 
1921 52.9 62.7 
1923 45.9 CO ae 
1985 51.3 63.2 
1927 51.6 60.4 
1929 48.0 59.0 
1931 poet 61.9 
1933 55,5 60.8 


the extent of the drift from New England to the South is shown 


by a study of the percentage of cotton woven goods produced in New 
England (page 116, Cabinet Committee report). In 1904, 51 percent 
of the cotton woven goods produced in the United Stetes eeme from 

New England mills. In 1933 New England mills produced only 80 per- 


eént ef, the total. The decline had been steady. The table gives the 


figures for ten of the years between 1904 and 1933. Without excep- 
tion, the percentegs for New England mills seach year was lower than 
for the previous yeer: listed, For 1935 (mot included in the Com t- 


tee report), New England's share of U. S. productions wes 18,88 per- 
cent. 


The report says (page 115): 


"Boginning in the late 1880's there was a strong development 
ef the industry in the South, and by the turn of the century new 
mills were being built in the South, or old ones were being trans- 
ferreéd (om a \laree Scale weuwweteulets 


"By practically every test which can be applied, the New 
England cotton textile industry has been going downhill continuously 
Since the beginning of tke ccntury, both in ebsolute terms and raha 
tive to the industry: in the United States as a Wh O.Gior ietaielalerate 


"The absolute decline in the New England mills was not quite 
as great as the percentage decline for the country as a whole, be- 
cause during the 50 years the South has increased materially its 
production of cotton goods." 
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Comparison of active spindle hours expresses the shift in very 
nearly the same percentages as the production contrasts given im tne 
Cabinet Committee report. The comparison is given here to bring the 
study more nearly up to date. The figures indicate Chapeauring the 
period of the processing tax the shift from New England to the cotton 
growing states was slowed rather than speeded. It is true that the 
NRA textile code was a factor, but one cannot ignore the fact that the 
tax was in effect at the same time. 


Ratio of active spindle hours in 
New England to total in United 
States 


er 


1923 38 


1925 o4 
ee 29 
iee 26 
ISL ie 
1933 24 
1934 rahe 
1935 20 
1936 e1 


VIII. How does the price of cotton affect employment, other mill operations, 
and profits of textile concerns? 


Industrial conditions and consumers’ purchasing power have much 
more effect on cotton textile mill operations than the price of raw cotton 
alone. The cotton processing tax, in effect, meant a higher DrIce “Of 
cotton, with the fair exchange price as the top limit. Mills paid more 
for cotton than they would have, had no tax been in effect and farmers 
received greater purchasing power from their crope 


The following table indicates that price alone has Little direct 
relation to employment, consumption, active spindle hours, or mill profits. 


Except for the pr@ce figures, all the years given are calendar years. 
VOLe Dice, each year's figure is for the marketing year starting August l 
of the previous year. The two figures in parenthesis show the price plus 
the tax during the two full years the tax was in effect. 


Figures showing profit or loss for cotton textile companies 
are not available for years later than 1934. The provi, or Loss 
record, with its violent swings within the space of a year or two 
indicate how hazardous and uncertain the industry is. The quick 
changes from profit to loss and back were taking place long before 
the processing tax was considered. An industry with that record 
finds it difficult to attribute its troubles to the processing tax. 
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